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Re: Sticking to the Rules Endorsed by Editors and Entreprenuers

Dear Chairman Hundt and Commissioners Quello, Ness, and Chong:

Attached are a series of editorial columns and commentaries published over the past few
months as the FCC has contemplated proposals to deal with C-Block defaults. These articles
uniformly encourage the FCC to strictly enforce its auction rules for the C block. The opinions
of these noted industry analysts and participants demonstrate that strict enforcement of the rules
is the only fair option for all bidders. For your convenience, I have included a brief index and a
copy of each article. .

In addition, I would like to advise you of AirGate Wireless' opposition to any discount
(even for a cash price) beyond the interest rate that the C block notes current carry (6.5 & 7%).
Using a discount rate, other than the note rate, to derive a net present value ignores the fact that
the terms ofthe auction were not cash but financed. Even ifyou assume that a cost ofcapital for
PCS providers would be about 14% (which we do not concede) and use this percentage to derive
the net present value cash price, the cash license price falls below the high bids placed by bidders
in the auction that did not ultimately win the license under the Commission's rules. In addition,
GWI, Inc. indicated in its September 17, 1997 filing with the Commission that a net present
value price derived through use of a discount rate of 15% "would still be difficult to finance."

An example demonstrates the fundamental unfairness of such a proposal. If the high bid
price for the New York BTA is discounted back at 10%, the per Pop bid price would be $ 45.45.
In the auction two bidders exceeded that bid price - North Coast Communications at $ 47.53 Per
Pop and Go Communications at $ 49.95 Per Pop. Both North Coast and Go ultimately withdrew
from the C block auction without winning any licenses. Go Communications ultimately
disbanded, NorthCoast survived to bid in the D,E and F block auction.

While 14% could be the cost of capital for certain bidders to finance debt to cover the
license cost, it ignores the fundamental unfairness of changing the rules after the auction. Who
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will ever know whether Go or North Coast would have been willing to pay more in cash then the
discounted net present value? At the time of the auction, their bids certainly exceeded that price.

We encourage you to reject proposals to provide a discounted cash price at a discount
rate that exceeds the interest rate on the C block notes. Furthermore, if such a proposal is
included in possible relief for bidders, it should clearly indicate that the license holding rules,
and unjust enrichment penalties, as well as all other rules applicable to the C and F block
licenses remain in tact and enforced.

~~
~helley s,,&cer

cc: David Siddall
Jane Mago
Rudy Baca
Jon Garcia
Evan Kwerel

'j"Wf .. ,";I ..



INDEX OF EDITORIAL AND COMMENTARIES

The Financial Times, Sept. 2, 1997, "US Spectrum"

"It would surely be better to stick with the original deals, force those who cannot pay
into bankruptcy and hold a proper post-mortem into why the whole process become such a dog's
dinner. That would at least salvage the important principle that a deal is a deal."

Radio Comm. Report, Sept. 15, 1997, "Finding a Resolution for the FCC's C Block PCS
Auction Debacle" by Marc Cabi, Sr. Analyst, Deutsche Morgan Grenfell Technology
Group.

"Rewarding players who did not have the business acumen to withdraw, once spectrum
prices entered the stratosphere, is nothing less than an insult to the wireless industry, as well s
the general tax-paying public. The FCC's proposal is being positioned as an attempt to eliminate
remaining uncertainties associated with the C block auction and to inject competition in to the
marketplace as soon as possible. Ironically, this solution goes against the very spirit of free
market competition and the Telecom Act of 1996."

Wireless Week, July 21,1997, Opinion "Stability the Goal"

"If the FCC shifts the ground rules after the auctions have ended, the integrity of future
auctions and the commission's regulatory authority will be damaged and the wireless industry
landscape reshaped. Such a shift would be patently unfair to those who bid prudently and, in
some cases, exited the auctions out of financial necessity."

RCR, Viewpoint by Tracy Anderson Ford, June 30, 1997

"Go back to the original rules. They were crafted fairly well and every bidder agreed to
play by them."

Guest Opinion by John DeFeo (Founder US AirWaves) "C-Block Rules are Rules"

" To allow high bidders who could not raise the capital to meet their FCC commitment
to receive favorable treatment violates all rules of fairness. To reward companies who blatantly
drove prices so high that rational participants could not see an economic win for their companies
or their investors and ultimately drove experienced wireless bidders from the auction is wrong
and unfair. To consider rewarding this reprehensible behavior cannot be condoned. Where
would this new-found leniency lead in future proceedins? How will future FCC rules be
interpreted and followed?"

NatWest Securities Corp. Article, June 26,1997

"We find it somewhat interesting that the same C-Block bidders who bid up spectrum prices
during the auction and forced perhaps more rational bidders to drop out as prices skyrocketed
would not be asking the FCC to reduce their bids, lengthen their payment schedules, and lower
their interest rates."



RCR, Letter to the Editor by David C. Roberts, AirGate Wireless, July 14, 1997

"The integrity of the auction process is greatly at stake. 1always viewed the FCC as
having rules, not guidelines when they formulated their orders for these auctions. Any changes
at this late date to the C-block rules would send a message to the industry the FCC can be had for
the right price!"

RCR, Letter to the Editor by Eric Steinmann, September 8, 1997

"1 urge that the FCC start now to live by the rules established at the start of the auction."
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Copyright 1997 The FiQIDcial Times Limited
Financial Tinlcs (London)

September 2, 1997. Tuesday LONDON EDITION 1

SECTION: LEX COLUMN~ Pg. 16

LENGTH: 2S0 words

HEADLINE: us spectrum
mE LEX COLUMN:

BODY:
US spectrum

JOCKET FILE COpy ORIGINAL

The US Federal Communications Commission has got into a fine old twist over
the auction oftbe spec1rUm for mobile communications two years ago. In
theozy, this was a clcveI- idea. Selling a scarce resource to the highest bidder
not only "raised" S lObo; it should also have meant the companies best placed to
exploit the licenus would win them. In practice, the episode has become an
objeet lesson in bow DOt to IUD an auction. The main bidders may now be unable
to fulfil their side ofthe bargain.
Financial Times (London) September 2, 1997. Tuesday

. The original aw:tion was flawed in two ways. First, the bidders made only
minimal uptront payments. In cffectw they received aiant one-way options;
serious dollars would be handed over only once the ventures were more
established. Second, the FCC apparently lacks a qui"way ofreclaiming the
spectrum ifthe payments are not mide.

AU fhis is bad enough. But the FCC may make thinls even worse by reopening
the auc1ion. The euct mechanism the FCC is consic:leriDa is UDdear. But
compaDies that have kept to the JUles and paid for their licences will riibtly
feel miffed iftheir rivals are let offthe hook. Indeed, ifthe)' sue. they may
also defeat the FCC's aim ofbringina the spectrum imo rapid use.

LANGUAGE: ENGUSH

LOAD-DATE: September 02. 1997
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Copyriaht 1997 Crain Communications Inc.
Radio Comm. Report

September 15, 1997

SECTION: News; Pg. 24

LENGTH: 1377 words

FAX NO. 3019512580 P. 05/10

HEADLINE: FINDING A RESOLUTION FOR THE FCC'S C-BLOCK PCS AUCTION
DEBACLE

BYLINE: Marc Cabi

We will attempt to identify the root causes ofthe problem and then consider
the appropriateness ofthe fCC's proposed solution. We will detail our own
view as to how the C-block debacle could be resolved equitably-by holding a
re- auction ofthe C-block licenses.

C-bJock participants ignored market-setting valuation comparisons at their
own peril

Presumably, entrepreneurs participating in spectrum auctions should have
utilized the A- and B-block. results for market-setting valuation comparisol1s. In
fact. the A-and B-block licenses were awarded wder even more intense
competition, as the process included two potentialliccnses for each market
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backed by deep corporate pockets.

FAX NO. 3019512580 P. 06/10

John OeFeo~ formerly head ofU S West's wireless business, pulled his company
U.S. Airwaves from the auctions once spectrum prices skyrocketed. His analysis
indicated that paying for the license and having enouih capital left for network
construction would be difficult, as bid prices continued to rise. Anticipating
that markets might shudder at the slew ofwircless companies seeking funds from
the investing public, be exited the auction.

C-Block players failed to prepare adequate business plans

Unlike their A- and a-block counterparts, the C-btock bidders also failed
to secure crucial financial guarantees ahead ofthe bidding process. It seems
obvious that before a proprietor buys his dream business, he should first have
tIle resources in place to pay the seller. We remain befuddled as to why the
C·block bidders did not line up financing before entering the bidding. We can
only speculate that since both market-and vendor-oriented financing was readily
available to companies such as Sprint pes in the previous auctions. the
C-block players baked-in overly aggressive estimates of financing resources
for themselves. .

We can easily understand how this occurred, given the lucrative packages a
number ofplayers secured. However, most A and B players were awarded extensive
equipment financing packages because ofthcir ability to leverage a well-known
brand name, once commercial seIVice was deployed. C-block participants, in
contras~ would be relatively unknown entities to the market and they would be
forced to compete with the majors. In addi.tion. the A- and B-block players had
previous wireless experience and substantial fmancial flexibility relative to
the C-block. Iu..our view..1hose C-block players now in trouble should not
~vc bcJ.the (ann on a public oRc. assuminS should the deal not Mppen,
t~ could petition Uncle Sam for forgiveness and be allowed into the pes arena.
~

The FCC has no viable option to collect what is owed by the bidders

In our view, forgiving the debt of the C-block licensees is neither a
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viable business idea, nor is it an equitable solution to other interested
parties-taxpayers; bidders who had paid in full for spectnnn purchased; and a
government attempting to balance its checkbook. In our view. the FCC has three
solutions to this problem. It is important to remember, however, that not one of
these will repay the $10 billion-plus that was initially bid by the C-block
license holders.

Option 1; forgive the debt

The FCC could forgive up to 80 percent ofthe debt for the current
license holders. This effectively reduces the amount to be received by the Fed
to approximately 52 billion, less than what the A-and B-block rctunled. Of
course, this solution subsidizes the most speculative C-block license holders,
who entered the process with inadequate business plans. It also penalizes the
smart bidders like John DeFeo-who walked away from the bid.ditiS process, once the
bids reached uneconomic levcls-b¥ dcn~in8 them the 0lJ1l0rtUnity to compete in W
wireless arena. a d~~n.tgry state of affairs in~o~op.For example,
we do not believe tbaiiiis fair for the FCC to subjidi;NextWave (which
is 6ieICedbY corrun and maoor Korean mWtinationa which rtedl Vbave
pTOVl m than rei i Mes allow for bi in in
excess ofS4 biUion well ond the
v' . 'uriously, we have never met a small business that had the capital backing
to fund a $4 billion start-up.

Option 2: relax foreign ownership roles

It is widely accepted that the FCC will relax foreign ownership rules in
1998; however. the Commission could decide to relax these rules earlier,
aJ10wing the entreprenews to seek greater foreign investment capital
immediately. Foreign investors would love to gain a share ofthe returns
available from a lucrative. supposedly deregulated, telecommunications market in
the United States.

Although this solution would provide additional capital for the C-block
players to build out their networks, it goes aaainst the FCC's original intent
to create a competitive environment in the wireless space. by setting aside
lieense opportunities specifically for small business and entrepreneurs that
major players-either domestic or foreign-could not acquire. Relaxing the
restriction on the use of foreign capital would effectively hand-over valuable
airwaves to non·U.S. entities and would certainly rutRe feathers in the United
States. Furthermore. there are few guarantees that opening the gates to fOteign
money would make the FCC recoup potential losses from defaults.

Option 3: re- auction the C-block licenses·the only equitable option

We believe the FCC should allow defaults to occur. repossess the licenses.
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and then rc- auction them. This solution wouldrvide an equitable.
§e-miIketapproacll tg~lem iiiaJiii'iiLe With tbt; spjrii Olthe
Telecom Act of 1996. J"he one hurdle the FCC will need to cross is how to keep
licenses from being locked up in banktuptcy courts so that they can be made
available to financially sound bidders.

Marc Cabi is a senior analyst at Deutsche Morgan Grenfell Technology Group.
Cabi has covered the wireless telecorn equipment sector since 1989 and is a
Greenwich Associates and Institutional Investor ranked analyst.

Radio Comm. Report, September 15, 1997

GRAPHIC: Cabi

LANGUAGE: ENGLISH

LOAD-DATE: September 17,1997
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Tom Brook:

JuQlth Lock'<o

W1Hiwn Merle

is best. Opponents, including incumbent, and
C-Block licensees who dropp<:d Out oCbidding
or are currently building out, are riled. Parties
with licenses in other bands have expressed
di~plea.,ure. PrimeCo Personal Communica­
lions LP and legal heavyweight BeIlSouth
Corp., which have remained ql.\ie[ on the issue
until the reply stage, have been stirred. Fi­

nanciers claim the FCC must tllke all-or-nom­
ing O1etlOn to reduce the oet present wlue of the
debt to $10 per POP or lower. and even men.
fmancing could be il challenge.

At one time, the C-Block held the potential to
achieve a commendable. if elusive, goal:?1­
couraging women and minoritY ownership in
teleconununications. However. momentum fot
that goal disappeared after the Supreme Court's .
Adarand decision. which suuck down affinlla­
tive action set-a.,ides. The C Block became a
small business mld etlu:epreneurs' block. with
an dle possibilities and problems such an op'

ponunilyembodie:>.
Given the trend toward mcgamcrgers, es­

pecially the SBC Communications Inc.­
AT&T Corp. proposallcilled a few weeks ago
by justifiable antitrust outrage, the story of
underfinanced C-Block licensees is particu­
larly regrettable. Consuml..s-and incumbent
providers-need genuine competition from fi­
nancially viable licensees with solid business
and mnrketing plans. If the te:.ll point is to in­

crease economic growth through the fast de­
Ployment of wireless servicell, all FCC Chair­
man R~ed Hundt noted 13st week in a
C-SPAN interview, the commission should
be most concerned with creating stability in
the auction rules.

AlfhQughTtak'CT.o;sue with accusatory lan­
guage in Ncxlel Conmlunicntiol\s lnc.'s reply
comments, I agree with the compuny's lISser·

tion that a commission decision to enforel! its . \
rules is significantly more defensible thall a
commission decision [0 arbilr:.lriJ.y apply them
only to those liccn:..ccs who choose 10 follow
them (Nexte"s emphasis). l'lJ

Stability The Goal
N

ow that 2Iievances have been aired at ;!l

public meeting on the:: subject and
reply CO(l\meIUS have been filed, the

FCC should ace swiftly on C-Block
debt res.tmcnmng. Despite pressure to the
contrary, the commission should stick with
its initial auction rules. insist on collectmg
deot trom lace.nsees ana n:·auction licenses 01
~e who don't pay. The cold business real- •

ities resultills from such a poliS)' must occur.·
The FCC can let licensees change from

quanedy to annual repayment of their lQ.year
loans. fut move will have 00 material effeet
on'Die conduct offuturc auctions. nor will it
llicte:iSe overall financial and business uncer­
tainty in wireless. However, if companies thou
overbid don't experience Ute natural con~­
quences ot defaUlt and/or bankruEley, the
R'lng-tl.'TJ11 effects on the indllstry are more
~g,\hve than re1jefprOj)OOems adsngwlc~.

The FCC's mandate under che 1996
Telewmm\,lnication.~ Act wa.~ to promote com­
perition, not proteCtlhe interests of individtml
competitors. Auction rules and payment pro­
cedures were dearly spelled oul Some ana­
lySIS. notably Colefte Fleming and Edward
Greenberg at Morgan Sl.'lnlcy. sounded alarms
4l00Ut the risky nawrc ofC-BlocIc inve!itment~.

One ofmose wnmi.ngs. issued May 2.1996. is
worth repeating. "[T}ho~ entrepreneurs who
take advant<'l.ge of the fun amount. or elose to
the full amount, of FCC financing will likely
be leveragl.-d to their tl.octh."

!!.!,hc FCC shifts the ground rulcs aftcr the
auetions have cnded, the intcgrity of future
auctions and the commission's regulatory au­
thority will be damaged and the wiceless"in'­
JUSlly hUldscape n:shapcd. Such a shift would
be patently unfair to those whO bId prudently
arId, in some C3..'ieS, eXIted the llUClIons out of
tinancl:iJ"'iieCCl>Slly.

ueclSlon making on the C-Block issuc will
resemble the proverbial coyote thai gnawed it~

own kg off 10 eSC.lpe a lr;lp. Proponenl!\ of var­
ious forms of n:licf C(IIl'1 a~ce on which fonn

\_..".~... '.__ ~.. - •.. . ~... .... o.
I " ' ,".'

Barhed 102:1.0
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VlEWPOINr
By Tracy AI1d9fl'e,n Ford

, nc pes comO"'ies "OW propos·
ina~t me Feder a" C"romJnI:at;on~

Corr"lli~~r Cll~£C tht: rules to :li.
low !hem 10 stay in bus ,ness :ire
orollO~ine opllon~ '!I1iltl!1)' CI !ditor
in the bU!";nf.~~ w,'W,,'ul,' root con·
~idcr.

YOu boy:, nc..' c~r. \'o~ c"n'IO~Y

lor your new or. ,omeone :orne,
~Illll.,.cs lhe new car ."<1): It's
~Jled repO»ef."II)n, .no in, nvt
nicc, bIlt it is a 'eallt)' when peopl/:
get thems.eJ••• In \00 nl"'~ ~\)l,

This often happens when a Jerson
bllYS a car he Of 'ill. l:aMO: af­
'~r(I.

In the real worl,~. no crec:ilor
w"$tcs hiS limc lislcninE to ar~o'

ments about how lhe value of r,le
c~r h~; depreciated since it w~s
driven ofllile 'ot ~nd lhat 'Itlc c~'

dealer won't be able to retoup
the Money il ori£ina~y could h.v~

made when Ihe lo~rnvCh·i'l·(le~\

person promised 10 buy the
car--i!~e. wilen IMI ~Tgvr"C1l1 i~

tru~,

In ~me caZP~, the ~f dcQlcr
will r~onc~ lne car to enable
lower paymi/lls to nollp tire 100­
MU(:~~t:l.>t-(;~~-owncr-wannibe

still keep tI1e eM. SuI .0 thosc sil...
sliClns. tne car dealer makes t!Vt!n
1'10~ money from tile wSJ\n:lJ)e.
esr-<lW<\er.

Perhaps tIle,e 8le rrnflOf~·

1!lCnl$ thaI c;an be made ro I!\e PeS
!cense rules to~ ai comoanies
lNI\n- paid {or Iit:.__ 1M rules

n<ltle to be: 3IlIlied lI1iformt;. e_
for companies wi!t'out financ;ial pr0b-
lems. .
~ is sad Olhen <lr~ .. ~c lIIfC~

izcd. II is sad I!lat Nl!J.tWollI\\ T~Je­

com Inc. SIl~ Pocket COm~nic;)­
ticns Inc. an! in wnda! S1I'W. ~ is
sad 1lla~ lor Ille OIO$t t\iltt, amy es­
tablished releCOTrmJtli~IiCll$ play­
efS roo 1IIe rE:SOlPCt5 to buy 1t and
B-«lloc~ PCS bcenses.

But k was SllO t.P1al BDPCS Inc.
could"'tmake its f~st GUalW1y iIlle"
est payment stlfl ro:~ ~s ficonses.
~ ",c the cOlTlllanies in 1r0lAlle

tedoy any Mfelent ltrlm VIC COflll»
rics thll! W!lfI! ill II'oubIe a year aso?
BOPCS' ",~y (.,,~ ~ Ill,! ~ was
r,rsllo defau~.

Go bad< In ..... nngna rulcs. They
WI:Ie ,,""cd fairly wei ana every
.&aatr !lSr.WI 10t~ by lhelTi.
SOffie eom-. !laW .,,&11 itllite
bettin offering PC.~ ~e undCf
lIoem. /1M wme day, seme compa­
nies may e·..nbe able Ie P10!~ un·
~er them.

Then start tile reillCl;Ol1.
No O'IC c;m ilGc....ille!y predict

...tlal prices de!~"'ed litenses can
~Ich,

Beeause ew.n ij !he ccr delller
can't gellhe orisinalll'icc C)tl the
t10Wfe-w~(;$~cd car. he can still
make a prof,l.
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lO:32am EDT 26-Jun-97 NatWest Securities Corp PEE'fREY HINES 212-602-574l} ATI
WALL STREET JOURNAL REHASHES CONTINUED DELAYS FOR C-BLOCK BIDDERS ...
Wireless Telecom

Jeffrey L. Hines Christopher M. Larsen
(212) 602-5741 (212) 602-5490

26-.June-97

Wireless Update
wall street journal reHASHES continued delays for c-block BIDDERS
- can only be positive for incumbents

KEY FOINTS
* The Wall Street Journal article (26-June) discussed the
financing problems which continue to plague the majority of c­
block pes bidders.
* The FCC has not yet decided how to handle the "matter" of the C­
block bidders who overbid for their spectrum.
*" We find it somewhat "interesting" that the same C-block bidders
who oidrup spectrum prices during the auction and forced p~rh~s
mor' credible bidders to dro out as ricGs
sk rocketed, would now be a~kin the FCC to re uce their bids,

en then the1r a ant sc s an ower t e1r 1nterest ra 5.
* To the extent that C-block delays continue, one could conclude
that the competitive landscape for wireless communications will
not become as heated as quickly as previously anticipated.
~ We believe that investors should continue to focus on those
Wireless Service stocks most insulated from the four C's. Our
top Wireless Service picks are Clearnet, Ne~tel, PriCellular and
Western Wireless.

Discussion: Wall Street Journal article rehashes the continued
delays for the C-block bidders - can only be positive for
incumbents
The Wall Street Journal article (26-Junel discussed the financing
problems which continue to plague the majority of C-block pes
bidders. As we have noted previou~ly, the C-block bidders bid,
for their 30 MHz of spectrum, roughly the same amount that the A­
I B-, D-, E- and F-block bidders bid for 90 MHz of spectrum;
i.e., C-block bidders on average face 3x the entry cost versus
their pes cousins to get into the wireless game. Given this on
average significantly higher entry cost, it is unclear why
investors would choose to back a typical C-block bidder over say
an A- or B-block bidder - and the lack of any significant C-block
financings would tell us that most investors also feel this way.
Given the relatively "high profile" defaults / bankruptcy's of
bidders like Pocket and BDPCS (two C-block bidders), which were
related due to among other things their inability to raise
additional capital, we would not be surprised to see other C­
block ~inners follow this route.

A5 noted previously, the FCC has not yet decided how to handle
the "matter" of the C-block bidders who overbid for their
spectrum. We find it someWhat "interesting" that the same c­
blOCK bidders who bid up spectrum prices during the auction and
forced perhaps more rational and credible bidders to drop out as

-- FIRST CALL - ON CALL --

.!
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eted (does anyone remember GO! CommunicatiotlS?)..,
wou now be asking the fCC to re lice t eir bids, lengthen their
payment schedules, and lower their interest rates. However, as
the matter of spectrum auctions has'nolll become "political", we
suppose just about anything could happen. Two possible scenarios
include:

1. Demand immediate payments under the original terms. This would
likely cause most of the C-block to default on their bids, but
the licenses could be re-auctioned. The problem with this
scenario for the FCC is that the re-auctioned prices would
certainly be lower than what the C-block bidders bid. Bankruptcy
proceedings could tie up re-auctions.

2. Grant some type of payment relief; e.g., extending or deferring
interest payment schedules, adjusting principle payments (i.e.,
prices bid), lowering interest rates, etc. While this would
perhaps keep more of the original C-block bidders in the game,
certainly this would seem to be completely unfair to those Who
dropped out as bidding became e~cessive. One could imagine a

'legal nightmare erupting under this scenario.
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John Defeo is currenr/y CEO.
COO alld vite cnairman. ofMulti­
ple Zones Jllll!rnmi017aI Inc., a
Reltum. Wasll..based global direct
marktter a/microcomputer prod­
ucts. Previously he served as pres­
ideM and CEO 0/ U S West
NewVeClor Groll)> and headed US
West Spectrum F:nterprists, with
cel/ular illtfreHS ill Eoslem Er~­

rope and Rl/s.ria. DeFeo WQJ' a

m('mher o/rlre (Joard afrhe Cellrt.
lor TrlrcolJl1JllIJlicolions 1/I"1I5l1'l
Associatioll for nine y(ors.

By sU$pe!tdinc paymenl~ due from
the C·Block high. biddtts, the FCC
lIas alt¢ady deviaTed from this prin­
ciple. This behavior must stop.

To allow high bidd.ets-wbo
could not raise me capical to '!!!£l..'t

thcit FCC commitment--1O receive

favora!)le treatment violan.-s aU
rolcs of fairness. To reward com­
panies who blatantly drove prices

"'So hIgh that tl\tLOtial pamc\pant.'i
could not see an economic win f2r
their companies or their investors
and ultimately drOve experienced
wireless bidders from the lI.Uctl0D

i.i wrong and unfair. To cOIl$iiier
rewarding this n:prchensible be­
havior cannot be condoned. Where.
would thIS new-found leniencY
lead in future proceedings'! How
will future FCC rolcs be iJlterpret­
ed lItld followed?
=nlC current FCC rules for the C

Block require that if payments tlJe

not made, Iicense.~ are returned
:md auctioned. Those are the rules.
If the FCC is not prepared to en­
force those rules, it should dis­
count and sell the C·Block license
payment obligations !U'd then let
the market decide how to treat bid­
derS fairly. Any major rule ch:mges
that blatanlly compromise the
FCC's integrity would be a greater
loss to Ule American public. Ii1

use ics authority under its own
auction rules to d:unpcn this arilor.
The :lgency's tradicional ~ole of
regulator and prOteClor of the na­

tional radio spectrum resources
was subvcrh:o to fund ral'\er for
the U.S. Trca.~uty.

nle fCC ha.~ lone maimaincd.>1.
tradition thac "the roles are We
rolcs." Thc commission ro"jde~

e a orate process involving ll1ljn­
(crested partiel; to detennine rule~,

The journey to lhe C-Bl~)C1< auction
was consislent with the FCC's
long-standing approach. For Reed
H1.mdt [0 proclaim that the public
imcrc:.st :lnd il spirit of ~atercom­
petition now justify the FCC's de­
pal1ure from a well· and long·es­
l:lblishcd process is unconvincing.

to FCC rules wa.~ all acce.pred p:u;t
Of thi~ endeavor.

When the depo~its were tint n:­
ceivcd, it was clear to us that too
much money wa.~ chasing one set
of licenses. Bid levels, which
quickly approached three times
tbe priccs of the A- and a-Block
Jkeose.~, made no economic sense.
The FCC, however, declined to

Editor's Note: The opinion$ expressed
In guest NilOri<l1:S arc not n_3n'ly
those 01 tne Wi,e'"s~ Wuk sUff.
HOw_r, tile ,.ewsP~()iIO>po~cy ls to stim·
1J13te l1I$CI.lf,$'on on Pe/sp;lCto..eli "lInter.
esl 10 '1M Mtire wireless Industry. Send
comments, nlbua..ls and IcMrs 1.0: Editor.
Wireless WH!<. fax (303) 3!)9·2034 or e­
ma,l jlocl<woo@chilton.nct. lultorS m3y
be edited for lenglh.

C-Block Rules Are Rules
8y John DeFeo

The fCC has a problem witll
C-Blocl< personal communi·
cations scniccs licenses thllt

is partially of its own making. By
conllidering dramatic changes in
its C-Block rules, the FCC is in
d:mger of compO\Iooing \he prob­
lem tlna establishing a tl:mgerous
tegull\wry pr~edel'\t.

As an advocate for PCS since
1989, I lobbied actively for rules
to create a new wireless entrepn:.
neurial opportunity. As a founder
of U.S. AirWaves, a company
thar bid in the C-Block auction,
my team and I observed the cn­
lire ru1cmtlking process firsthand.
Our compjI,ny spent in ~iSf(·s~o.f

S& million of our investors'
money in this journey. The ma­
jomy of ilia.c money was spent to
ensure compliance WIth FCC"
rules. allr 13 stan memberS were-all ellperlenced industry profcs-

sion:.lls and, with top legal coun­
sel, we successfully n~vig:l.tcd the
FCC's rule nla1.e.

We made the largest depOSit in
lhe C-alock auction but withdrew
when bids reached uneconomic
levels. The financial and l~motion­

al capital that our company nnd it.
investor:> contributed in the !'\lrsuiC
of lh.: C-Block license W~\S enor­
mous. We all underscood that this
w~\S :In entrepreneurial ollllonuni­
ty with hi.~h nslci. Stnef 5dherence
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PCS licensee says
keep auction rules

!lear Editor:
In 1993, I resigned from a

corporate engineering posi­
tion to become part of a
start-up venture eager to
participate in broadband
PCS auctions. My wife re­
members it well!

Aner the FCC postponed
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the May l!)94 aUl'tion
process indelinitely, our com­
pany size and investor inter'­
est dwindled. Once the A­
and B-block auctions got Ull­
derway with the promise of
the C-block auction to imme­
diately follow, we once again
found new interest from in­
vestors. But the litigation
started and the C-block auc­
tion was delayed and de­
layed and delayed. Even so,
we survived on consulting
revenues and venture capi­
tal investments. As late 1995
approached, our company
was cautiously optimistic as
we finalized a relationship
with a large investor who fa­
cilitated a down payment of
$20 million.

As the auction began, we
felt elated that what had
been only a dream two years
earlier was now coming to
fruition. This dream died in
round 42 of the C-block auc­
tion when our company
withdrew due to what we, as
well as our investors, be­
lieved were outrageously
high prices for the licenses
being offered. Given what
everyone had been through
to get to this point in the
process, this was a very emo­
tional decision. But, we felt
it was the correct one from a
business point of view
though questions remained.
When would other auctions
be held? Would our large in­
vestors wait for these oppor­
tunities? Why was there
such a discrepancy in how
we valued licenses in our
business plans vs. how other
bidders, who were continu­
ing to bid, valued them? How
would the FCC deal with de­
faulting bidders?

At the end of the auction
process, many of the experi­
enced people who made up
our company moved on to
other ventures and with
them the hopes, dreams and
opportunities that appeared
so achievable at the start of
the auction process came to
an end. With our large in­
vestor departed, I and a few
others remained with the
hope that default and the D­
E- and F-block auctions
would follow quickly. Both
did. Our company bid in the
C-block reauction with the
same results as in the previ­
ous auction. As the D-, E­
and F-block auctions ap­
proached, investors became
difficult to find due to the
questions surrounding the
prices paid for C-block li­
censes.

With the sole support of
our venture capital group,

hroadhand aud.illll. Our
t'Olllpnll.\" \vas il SlHTf'Ssl'ul

high bidder f,", !'JUr F-hlol'k
lil'enses that we 1H'lil'vl'd
Wt'n' good markets at a fair
price. We felt somewhat vin­
dicated. We had made a wise
husilwss de('ision to II'ave
the C-block auction and had
persevered to win licenses in
the F-block. The dilference
in our F-block license costs
and the C-block licenses in
our markets was substan­
tial. Investors and vendors
alike gave favorable ap­
proval to our husiness plans.

At this point. my story
takes what is to me an 111I­

believable turn. Many of the
C-block high uidders are
now looking to the FCC for
debt restructuring and/or
cancellation because the
prices they paid for their C·
block licenses are prevent­
ing them from ueing Ii­
nanced. Many complain of
"market melt down." I ue­
Iieve that the prices paid in
the C-block auction actually
propagated a depressed
market for telecom stocks.
Maybe a self-fullilling
prophecy'! At the FCC li,rum
on C-block debt restructur­
ing, some top linallcial peo­
ple said C-block license win­
ners were fundable at some
point during the auction
process. Though now, only
14 months later, these same
financial investors are stat­
ing that the license deht
needs to be written down to
the tune of 75 to 80 percent.
What a drastic change in
outlooks! I suspect many of
these business plans were
never fundable in the first
place given the prices paid
for the licenses.

Il appears though that the
FCC is open to some form of
debt restructuring even af­
ter stating more than once:
"We do not want to interfere
in the market place," "We
guarantee opportunity, not
success," "We will go after li­
censees who default on their
auction payments, cancel
their licenses and re-auction
the affected spectrum." The
point I was missing at the
FCC forum was the fact I be­
lieved that my company
made a wise business deci­
sion lo lellve lhe C-hlock
auction and wait for future
opportunities, but if the
FCC makes significant
changes to the license pay­
ments, they will be sending
my company a different
message. I also hear the fi­
nancial community stating
how important a good man­
agement team is to its in-

I I"'anl st:lll'd at the FCC 1.,­
1'11111 is II", fad that with a
signifil':lnl license (lPht 1'1'­

sl rwl uring. t I"'se (inancial
ill\'"stors "'ould be willing to
invest in these same compa­
nle~ whose nHlJH1~(lnlC'nl

plal'"d ",hal app"ar to now
I"" "fatal" bids.

'Ill ml', the integrit.y of the
aUl'tion process is greatly at
stake. I always viewed the
FCC as having ntl..". not
#lIi(II,lilll'., when they formu­
latl'd their orders f'JI' these
Ructions. Any changes at
this late dat.l' to t.IH' C-hlol'k
rul('s would .s('nd a n1l.'ssage
to till' indusl ry that the FCC
can be had for the right
price! The license prices
(values) were established by
the market when the respec­
tive auctions wel'e held. If
the FCC intervenes on be­
half or the C-block licensees
and re-establishes a market
value (pril'e) for tbese licens­
es, what effect will that have
on otber broadband PCS li­
censes and company values?
.Justice and fairness are
hard words to define in our
world today. but it seems to
me that what the FCC is
contemplating is neither.
What lilirness is there lill'
my company along with ap­
proximately 170 others if
signilicant reductions are
made to the debt of cUJ']'ent
C-block licensees? What jus­
tice is there in the fael my
company, which waited and
won F-blol'k licenses, will
look signilicanlly different
to investors if the C-block li­
censes debt is restructured?

I am not looking for sympa­
thy because I know there
are hundreds of stories sim­
ilar to mine. What [ would

likl' to act'llln!'lish \\'Ith this
lettl'r is silllpiv 10 ha'" all
sides of \l,,' ",Sill' kno\\'n
Notjusl the in('<'ssalll ('I'.I'inl'.
or overzealous hiddl'rs who
have, and continue to mak.,
a mockery of tl1l.' FCC and
the PCS indus! 1'.1'.

!J(/['id C. f{,,{>cr(s

AirCal1' Wireless

Nortel to establish
Brazil operations

SAO PAULO. Brazil
Following BellSouth
Corp.'s annOUnl'('ml'nt thai
it ha~ l'hoseu Nort hern
Telecom Inl'. to provid" in­
frastructure for its ne(­
work in Sao Paulo. Brazil.
Nortel said it willestahlish
ll1anufaclul"lllg uppratioll.~

in Dmzil to respond to the
enormous growth of tl",
wireless market.

The company said it will
manufacture digital win'­
less telecommunications
systems in Campi na. Sao
Paulo State. with Promon
Elctronica. Brazil's I"ading
engineering finn. h,'gin­
ning in the fourtb qUHrl.,'r.

Nortel's initial invl'~t­

Illent will total more than
$25 million in mauufactur­
ing and $100 million in as­
sociated operations, indud­
ing training and research
and development.

The company said it plans
to manufacture Time Divi­
sion Multiple Access and
Code Division Mult iple Ac­
cess wireless radio base
station equipment. The
two technologies are mal,­
ing strong inroads in Latin
America.



SEP-22-97 MON 06:10 PM. OMPT. MAIN
:AX \11 3C19512580 p, 04/10

FCC alienates
entrepreneurs

Dear Editor:
I would like to send a short

note in support of the letter
from David Roberts in your
July 14 issue. His expe:ci- I

ences were l"emarkably sim­
ilar to our own. If the Feder­
al Communications Com­
mission were to enforce its
rules and retake and re-auc­
tion the defaulted C-block li­
censes, it is likely that they
may find a few real entre­
preneurs willing to come
back and bid in a financially
responsible manner.

Should they not choose to
do so, I ask what part of
their mission are they trying
to serve? The greatest bene­
ficiary of their action will be
a company that has an ex­
cessive foreign ownership
interest. There is testimony
that even the extreme finan­
cial benefits that the FCC is I
discussing conferring on the I
entity will not ensue it ft· ;
nancing for construction and
operation of its network. As
1 understand, the FCC's
mission on the C-block auc­
tion is to promote competi­
tion in wireless telephone
m.arkets and to facilitate ac-
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cess to this market by small
business entities. Neither
mission will be served.

I also would like to raise
the i$sue of affect on other
primarily smaller C·block li­
cense holders. They had a
reasonable expectation that
the larger neighbors in their
frequency would be under
construction now, what the i

market values of their li­
cense would be, being vali­
dated or not. They also
would expect tha.t they
would have a neighbor fo­
cused on the issues they
need to deal with. So agSin
the smaller entities trying to
build their markets are -ad­
versely· affected by the
FCC's failure to fairly imple­
ment its rules.

The FCC similarly disad­
vantaged the responsible
bidders in the IVDS auction
by both letting the largest
markets defer their buildout
requirements and by leaving
the next largest group­
which largely defaulted at .
auction in limbo-not re­
auctioned. The burden then
fell on the smallest players,
who bought expecting to be
industry followers, to then
start an industry and the in­
dustry never got off the
ground.

The messaf:e seems to be
clear to me that if you are a.
financially responsible small
business entity an FCC auc­
tion is to be avoidad_ In the'·
auctions subsequent to the
C-block the effect of this \
message has been clear. I
urge that the FCC start nOW
to live by the rules estab­
liShed at tfie beginning of its
~ctions, •

Eric Steinmann
KJ.;C Partnership


